The appraisal of ground mounted photovoltaic systems is an important question, due to increasing investments in renewable energies. The costs related to installation and maintenance, and the economic benefits related to the energy saving, suggests the use of an income approach, in order to consider the financial aspects of the photovoltaic systems. This paper proposes the use of the Discounted Cash Flow Analysis (DCFA). The DCFA allows to simulate the entire life cycle of the photovoltaic system, from the acquisition date to the end of its life cycle, to evaluate the most probable market value by discounting the annual cash flows generated by the system. In particular, the paper proposes a procedure to determine the discount rate in an innovative manner through the combination of a conventional financial method (the Build up Approach) and the analytical method which makes recourse to the use of the ascending and descending influences that act, each with positive or negative sign, on the specific risk factors related to the photovoltaic investment. To obtain an objective appraisal of the discount rate, the theory of the ascending and descending influences has been applied in this specific case for the calculation of the risk premium. The percentage incidences of the ascending and descending influences, which influence the formation of the risks to which they refer, are determined through this study for all the intrinsic factors, which are part of the photovoltaic investment risks.
photovoltaic modules in alternating current grid and then, put it in the grid. Additionally, the inverters control and monitor the entire system; in fact, they ensure that the photovoltaic modules always operate at peak performance, in function of the irradiation and temperature, and constantly monitor the grid. The advantages arising from the use of photovoltaic systems are several: -solar energy is an abundant and unlimited resource; in fact, the energy that the Earth receives from the Sun each hour is equal to the world's annual energy requirement; -no CO 2 emissions into the atmosphere during its operation; in fact, according to the International Energy Agency (IEA), photovoltaic systems [1], installed in 2013, generated 130 terawatt hours per year (TWh/year) of clean electricity, avoiding the emission of 140 million tons of CO 2 ; -presents a useful life of 30 years; -more stable than wind turbines; -quiet in operation; -economically attractive, because it avoids both the import of fuel and energy dependency on fossil fuel; -photovoltaic panels can be recycled at the end of their useful life; -the silicon, which is used for the realization of the photovoltaic modules, is the second most abundant element in the Earth's crust.
From the Renewables 2015 Global Status Report, prepared by REN21 [2] , it can be inferred that 2014 was a very important year for the photovoltaic market; in fact, there was a growth of 40 GW, reaching a total capacity of 177 GW. This has happened despite the decline of the European market. The main markets were China, Japan, the United States, Germany and Britain. According to IEA appraisals, presented in the report Solar Photovoltaic Energy Roadmap 2015, in 2050, photovoltaic-produced energy could cover 16% of the world's demand for electrical energy, with global installation, which could reach 4,600 GW and a production of about 6300 TWh per year.
These encouraging projections are mainly due to two reasons: the clean energy production to reduce global warming, and the lowering of costs for the construction of photovoltaic systems. According to the IEA the costs of large size photovoltaic systems will drop by 65% between 2015 and 2050 to reach EUR 545 per kilowatt installed [3] .
This paper tackles the appraisal of the ground mounted photovoltaic system through the appraisal approach known as Discounted Cash Flow Analysis (DCFA). A critical point of the application of the DCFA for the appraisal of photovoltaic systems is the determination of the discount rate. The present study aims to solve the problem by creating a discount rate obtained by the combination of the Build-up Approach, and the analytical method in which the rate is obtained from a market rate, to which the increases and decreases are added.
Literature Review
The first scientific papers which have affected the evaluation of photovoltaic systems date back to the early 1980s [4, 5] . These papers highlight that the most appropriate evaluation methodology to determine the most probable market value of the photovoltaic systems is the income capitalization approach, because it is not possible to find the sales data in the market for this particular type of real estate property. Another reason for discussing the use of the income capitalization approach in the evaluation of photovoltaic systems, is that this method is a financial method which takes into account the income to appraise any real estate. In fact, it must be considered that photovoltaic systems generate income during their life cycle. In these papers, the authors hesitate to recommend the income capitalization approach as the most suitable method to use without intervening in the methodology.
Since 2001 in the United States of America, the number of mounted photovoltaic systems has increased considerably, enough so, that the appraisers have had the problem of evaluating the market value of the properties characterized by energy saving arrangements [6] [7] [8] [9] , because there are no guidelines for the appraiser in this specific case.
In 2010 the Appraisal Institute tried to implement the guidelines on evaluation methods with the text "An Introduction to Green Homes" [10] . In this text, authors highlight all the technical and economic characteristics which influence the market value of real estate that have photovoltaic systems. In 2012, the Sandia National Laboratories developed an electronic spreadsheet (PV Value Tool), which allows for the evaluation of the most probable market value of a photovoltaic system, using the income capitalization approach [11] . This evaluation tool is an excel spreadsheet that the appraiser can download for free and is based on the Discounted Cash Flow Analysis (DCFA). The appraised value depends on the energy produced by the photovoltaic system, the function of its geographical location, the power in Watts, the inclination of the modules, the operating expenses, the maintenance expenses, the expenses for the replacement of inverters and the age the photovoltaic system.
In 2014, the Italian Revenue Agency [12] gave the guidelines for the fiscal evaluation of the photovoltaic systems with the method of Discounted Cash Flow Analysis. In these guidelines it is recommended to determine the discount rate with an indirect method, because it is not possible to find the necessary data to determine it directly for the case of photovoltaic systems.
Currently, the major European photovoltaic markets are Germany, Italy, Spain and France [13, 14] . Among these countries the feed-in-tariff contribution is currently present in Germany and France. In the countries where the feed-in-tariff contribution is present, the value of the photovoltaic systems is higher than those in the countries where the subsides are absent.
In recent years, the Italian photovoltaic market has decreased because of the closure of the feed-in-tariff contribution from the Italian Government. The feed-in-tariff represented a relevant income for the investors in renewable energy sources over the years. Despite this situation, the photovoltaic systems are nonetheless an economic benefit for investors. In this particular field, there are some studies which investigate the grid parity time and the levelized cost of energy of grid-connected photovoltaic systems installed [15] . To investigate the grid parity is very important in order to evaluate whether or not the photovoltaic systems are competitive with conventional grid-supplied electricity. The lack of the feed-in-tariff contribution determines the absence of the grid parity condition. The electricity produced by the photovoltaic systems is economically profitable and it is significantly influenced by the latitude of the region. For this reason, only the photovoltaic systems located in South regions are economically attractive to investors [16] .
After the Italian feed-in-tariff ceased, it became necessary to evaluate the feasibility of unsubsidized photovoltaic systems. In this situation, economic methodologies able to evaluate the photovoltaic systems are represented by the Net Present Value, the Internal Rate of Return and the Discounted Payback Time. These financial indicators are based on the annual cash flow obtained from the differences between the annual revenue and costs generated during the lifetime of the investment [17, 18] .
The authors Lazzeroni, Oliviero and Repetto [19] , presented a methodology for the analysis of technical and economical photovoltaic systems through the Net Present Value. This economic approach depends on the following factors: the typology of the photovoltaic systems, yearly energy consumption, electric load profile, installed capacity, photovoltaic productivity and electricity grid costs.
Many international studies examine techno-economic analysis [20] [21] [22] [23] [24] for building integrated photovoltaics [25, 26] .
Irrespective of the number of studies done, it is clear that the appraisal of a photovoltaic system requires an income approach, but as far as we know, there are no indications about the determination of the discounted rate able to consider the many parameters that affect it. In this work, we propose a way to appraise the capitalization rate for the application of the DCFA in the photovoltaic system, taking into account all the factors that contribute to the determination of the discounted rate.
Methodology
According to the International Valuation Standards (IVS), when the income aspect is relevant, the income approach may be used in order to evaluate the market value of a property.
The income approach includes three procedures: the direct capitalization, the yield capitalization and discounted cash flow analysis (DCFA). Direct capitalization directly converts the income of a property in the market value, dividing the annual income for the capitalization rate. Yield capitalization converts future incomes in the present value of the property through a discount rate. The DCFA resumes the method of yield capitalization and considers both revenues and expenses which occur during the life of the photovoltaic system [27] . Unlike the yield capitalization, it allows to evaluate the current value of the properties in an intermediate time of the investment cycle. Among the three methods which are comprised in the income capitalization approach, the most suitable for the evaluation of a photovoltaic system is the Discounted Cash Flow Analysis (DCFA) for the following reasons:
the reduced transparency of the acquisition market of photovoltaic systems, which makes it difficult to obtain the data relating to the sales and to the technical and production characteristics of the systems; -photovoltaic systems are real estate investments with the capacity to generate cash flow during their life cycle; -the ability of the method to evaluate the economic performance of the investment.
The DCFA is a method which allows for the appraisal of the present value of the photovoltaic system, discounting to the valuation date of the appraised future cash flow through the discount rate. The cash flows are generated annually throughout the duration of the investment and are given by the difference between the annual income and the annual operating expenses.
The DCFA allows for the simulation of the complete real estate investment cycle, from the entry into service of the photovoltaic system, until the date the life cycle finishes. Revenues of a photovoltaic system derive from government incentives, if they are present, and from the sale of energy produced in the free market. The revenues are influenced by the annual energy potentially producible by the photovoltaic system, which depends on the location of the system installation, the design features and the materials of which the photovoltaic modules are made. The operational expenditures are obtained through the sum of the fixed expenses, variables expenses and expenses for extraordinary maintenance.
The critical phase of the DCFA is represented by the determination of the discount rate because even small percentage variations of the discounted rate (<0.005) reflect in significant variations in value. Therefore, the discount rate must be as accurate and reliable as possible and adequately justified.
The present study aims to solve this problem by proposing a procedure able to determine the discount rate, obtained by the combination of the Build-up Approach and the analytical method.
In this particular case, the Build-up Approach has been modified through the use of ascending and descending influences which act, each with positive or negative sign, in the formation of the discount rate.
The discount rate is obtained by the sum of the risk-free rate and the risk premium. The risk-free rate is obtained assuming the yield of financial products characterized by minimum guaranteed yield.
The risk premium for a photovoltaic system is given by the sum of the risk context, the endogenous risk, the financial risk, the risk system, the insurable risk and the property risk management.
The percentage incidence of the ascending and descending influences are determined by taking into account the factors which contribute to the formation of the risks of photovoltaic investment such as: the geographical location of the photovoltaic system, the solar cell material, the photovoltaic system age, the tilt and orientation of the panels, the government incentives, etc.
In this way, it is possible to determine a more objective discount rate, because the use of the ascending and descending influences takes into account all of the circumstances which quantitatively influence the market.
The Discounted Cash Flow Analysis (DCFA)
The DCFA is a valuation method which allows for the simulation of the entire life cycle of the photovoltaic system, from the acquisition date to the end of its life cycle, and is able to evaluate its current value by discounting the expected annual cash flow. The expected annual cash flows are derived from the difference between the revenues and the operating expenses, which are generated during the life cycle of the photovoltaic system. For the evaluation of solar fields, the DCFA comes in the following form:
where:
R t : expected annual revenues (€/year); S t : expected annual operating expenses (€/year); k: discount rate; V f : final output value (€);
n: investment time horizon (years); s: year in which the system has to be dismantled (year); t: generic year (year).
In the discount method of expected annual cash flow, a critical point is the choice of the discount rate, which depends on the type of data that can be found in the market segment to which the subjects belong [28] .
According to the Equation (1), the current value, which corresponds to the most probable market value of the subject, is obtained from the difference between the sum of the discounted cash flows and the final output value.
The expected annual revenues are generated by government incentives and the sale of produced energy, so that their quantification is related to the energy that the system produces according to its technical characteristics.
The expected annual operating expenses are generated by all the expenses which constitute the proper management of the photovoltaic system. The operating expenses are divided into fixed costs, variable costs and expenses for extraordinary maintenance.
The discount rate allows for the calculation of discounted cash flows. The calculation of the discount rate is the most important phase of this method, because the DCFA is based on the economic principle of anticipation. The discount rate can be directly determined from the market or through indirect methods such as the Build-up Approach, the expected return and the Weighted Average Cost of Capital (WACC).
The discount rate is obtained by the sum of the risk-free rate and the risk premium. The risk-free rate is the interest rate of an activity without the default risk of the borrower and the risk of changes in market interest rates. So the risk-free rate is the return rate required by an investor. In real estate appraisals, this can be used as the risk-free rate of a government bond with a similar maturity to that of a considered temporal horizon. It is believed that during the considered temporal period, the property maintains its utility. The yield of the German Bunds, taken on the evaluation date, can be used as the risk free rate. Alternatively, in Italy, a good approximation is given by the gross yield of the Multi-Year Treasury Bonds (BTP) with maturity of 15 years [29, 30] .
The risk premium for a photovoltaic system is given by the sum of the risk context, the endogenous risk, financial risk, the risk of system, the insurable risk and the property risk management. The objective value of these risks is calculated by operating to their relative average theoretical risk deductions or additions resulting from the specific detected influences. The ascending influences increase the risk linked to the factor to which they refer, while the descending influences lessen the risk related to the factor to which they refer. The technical and economic characteristics of the subject determine the factors that are fundamental for the formation of risks related to the specific investment. For each of the factors, there are percentage incidences of the ascending and descending influences.
The final output value coincides with the photovoltaic systems of dismantling and soil restoration. In Equation (1), the final output value is considered only in the case where these costs are borne by the buyer.
The Discount Rate
A key point of DCFA is the determination of the discount rate, which allows for the determination of the present value of future cash flows generated by the PV system during its life cycle and its value.
The discount rate is directly determined from the market only in special circumstances of perfect competition, when the sales price or the lease price is known (Multilevel, Price Index).
When it is not possible to determine the discount rate by direct investigation of the market, because of not being able to obtain information about the flow of income and the market value of similar photovoltaic systems, it is possible to determine it indirectly, by analyzing the different circumstances which influence the discount rate quantitatively.
Among the indirect methods for determining the discount rate, there is the Build-up Approach, which is helpful for the fiscal evaluation of a photovoltaic system through the DCFA [12] . The discount rate is determined by the sum of the risk-free rate and the risk premium, which considers the general or specific components of the risks which constituted it. The equation to determine the discount rate with the Build-Up Approach is the following:
K: discount rate; K f : risk-free rate;
PR: risk premium.
The risk-free rate can coincide with the yield of the German Bunds, considered to the valuation date, or with the yield of the Multi-year Treasury Bonds (BTP), the duration of which is homogeneous to the duration of the investment.
The risk premium depends on the photovoltaic investment and it takes into account the following risks: (a) the financial risk is related to fluctuations in inflation, the non-liquidity of real estate and the degree of leverage; (b) the system risk is related to changes in the economic, political, regulatory, administrative and environmental scene. It corresponds to the spread between Treasury Bonds (BTP) and German Bunds on the valuation date; (c) the business risk takes into account the general risks of the real estate investment and the risks related to the specificities of the subject.
We propose the use of the Build-up Approach, by resorting to the method of ascending and descending influences [31, 32] to determine the capitalization rate for urban real estate investments. The Italian appraiser Carlo Forte reckoned that the variation points between the minimum and maximum rate can be determined by a number of ascending or descending influences that act, each with a positive sign (ascendant) or negative sign (descendants), on the average rate [33] . Then, the capitalization rate is obtained starting from the average rate, evaluated for urban investment, operating deductions and additions resulting from specific detected influences:
r: capitalization rate of the urban investment; r m : average rate of the real estate investment; A i : ascending influences; D i : descendants influences.
The percentage incidences of the ascending and descending influences on the capitalization rate are synthetically determined through the comparative experiences of the market.
In order to indirectly determine the most probable discount rate for the appraisal of a ground mounted photovoltaic system through the DCFA, the Build-up Approach has been integrated with the Forte method of ascending and descending influences.
All the risks which constitute the risk premium are determined, taking into account the ascending and descending influences of the various intrinsic factors that are part of the risk.
The risk premium, which is given by the sum of the different risk aliquots, can be written according to the following equation:
The types of risk associated with the investment of the photovoltaic systems are:
the risk context (R cont ) is a risk linked to the geographical location of the photovoltaic system in the country and in relation to the presence of shaded areas caused by natural obstacles or inclination of the panels; -the endogenous risk (R end ) is a risk linked to the technical characteristics of the photovoltaic system, which influence the energy performance, and the purchase of electricity prices; -the financial risk (R fin ) is a risk linked to the specific investment; -the risk system (R sist ) is a risk that manifests itself in the national market level at which the system is inserted. It refers to changes in the normative and fiscal scene, which can influence the revenues that are generated from the selling of the energy produced, and the feed-in-tariff contribution; -the insurable risk (R ass ) is a risk associated with the possibility that external events of particular gravity, like theft and natural disasters, can cause damage to the solar modules that can affect the correct production of the photovoltaic system. So the investor can protect against this risk by taking out an insurance policy. This type of risk is linked to the onerousness of the insurance policy; -the property risk management (R gest ) is a risk linked to the property management of the photovoltaic system by the investor. In order for the system to generate positive operating cash flows with respect to the expectations of the investors, the ordinary and extraordinary repairs are very important. This type of operation is used to program the physical depreciation of value over time and to obtain the expected production of energy.
For the range in which the listed risks fall, it can take as a reference the Table 1 of risks [26] , which was implemented for the particular case of photovoltaic systems. The risk expresses the probability that the specific yield, tied to it, cannot be realized. The risks are influenced by a series of conditions relating to various factors, which exert the ascending and descending influences.
For each type of risk, the average theoretical risk (R taverage ) has been determined. It represents the average percentage of risk to which it will have to operate the deductions and additions deriving from the specific influences, expressed in the percentage, identified by the analysis of the various factors that influence it for that particular type of risk. So the percentage incidence of the risks listed in the table can be obtained with the following equation:
R i : generic risk; R taverage : theoretical average risk; A i : ascending influences, which act with a positive sign on the average theoretical risk. They increase the risk of the factor to which it relates in a given circumstance; D i : descending influences, which act with a negative sign on the average theoretical risk. They diminish the risk of the factor to which it relates in a given circumstance.
As a result, the risk premium can be expressed through the following equation:
The ascending and descending influences are reported Tables 2-6 . Table 2 . Ascending and descending influences for the risk context. Table 3 . Ascending and descending influences for the endogenous risk.
Risk Typology

Risk Typology Factors Ascending Influences (+) and Descending Influences (−)
Endogenous risk (R end )
Nominal power of the system (kW) Small size (P < 100 kW) +0.30% Medium size (100 kW ≤ P ≤ Table 6 . Ascending and descending influences for the property risk management.
Property risk management (R gest ) Repairs Periodical −0.30% Non periodic +(0.50 ÷ 2.00)% Reliability of the SGR ±0.20%
Case Study
The photovoltaic system located in Calabria (Southern Italy) has a peak power of 983.60 kWp. Photovoltaic panels are installed on raised metal structures, suitably dimensioned and anchored through a point-shaped steel pole system. All the energy produced the system is sold to electric companies. The subject's characteristics are shown in Table 7 . On the basis of the technical characteristics of the system (Table 1) and by using a photovoltaic simulation software (PVGIS simulator, made available by the European Commission Joint Research Center), we have calculated the monetary revenues from the feed-in-tariff contribution and those generated by the sale of energy in the free market (Table 8) . Operating expenses are obtained through the sum of fixed costs, variable costs and overtime costs ( Table 9 ). For the appraisal of the market value of the photovoltaic system, cash flows need to be discounted at an appropriate rate. In the conventional appraisal, the Build Up approach refers to the sum of financial risk, system risk and business risk (Equation (2)). The contribution of risk components is valuated on the basis of the Tax Office directions [12] and are shown in Table 11 . According to the conventional appraisal, the discount rate is 3.12%. Using the method proposed in the present paper, based on the use of ascending and descending influences, the discount rate calculated takes into account the specifics of the photovoltaic system, its technical characteristics and the geographical, territorial and economic contour conditions.
The results, shown in Table 12 , are derived from the tables indicated in the text (from Tables 1-6 ). 
Discounted rate (see Table 13 ) is obtained using Equation (2). Once the discount rate is calculated, the market value of the photovoltaic system is calculated by discounting net revenues:
Results are shown in Table 14 . The most probable market value of the photovoltaic system is 1,215,006.58 €.
Conclusions
The present study addresses the economic appraisal of ground mounted photovoltaic systems through the procedure known as Discounted Cash Flow Analysis (DCFA), which allows for the appraisal of the most probable market value, by discounting annual expected cash flows generated from the system during its life cycle.
The innovation introduced by this study is to determine the discount rate through the combination of the Build Up Approach and the analytical method that makes use of the theory of ascending and descending influences.
In particular, the ascending influences act with a positive sign on the average theoretical risk, increasing the risk related to the factor to which they refer, while the descendants influences act as a negative on the average theoretical risk, decreasing the risk of the factor to which they refer.
For all the factors referable to the photovoltaic investment risks, we have determined the percentages of the ascending and descending influences that influence the formation of the risks to which they refer. The percentages are synthetically determined taking into account all the circumstances which quantitatively influence the market and every feature that influence the final value of the photovoltaic system. The risks are influenced by a series of factors such as the geographic location of the photovoltaic system and the presence of shaded areas, the nominal power of the system, the solar cell material, the age of the system, the tilt and orientation of the photovoltaic modules and the efficiency of the system, the presence/absence of the feed-in-tariff contribution, the risk related to disasters and the theft risk, the maintenance and the reliability of the system administrator.
The proposed approach has a procedural and theoretical-methodological nature. No application has been proposed because the use of the proposed indices is strictly connected to the specific conditions of the photovoltaic system in question and cannot be generalized. The aim of the proposed approach is to provide a method, schemas and benchmarks for an objective determination of the discount rate in the appraisal of photovoltaic systems, by providing a detailed list of parameters to be considered and the percentages of ascending and descending influences to be applied in the specific appraising case.
